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BACKGROUND OF INVENTION 
Field of Invention 

The present invention relates generally to methods for publicly offering stock. 

Description of the Background 

Privately-held companies typically launch a public stock offering, often called an "initial 
public offering", or an "IPO", to raise needed capital to expand their businesses. Traditionally, 
the company mounting the IPO sets an initial price (the "IPO price) at which the stock will be 
offered to the public. The IPO price is typically established by an investment banker based on a 
number of factors, including how much capital the company needs to raise, public reception to 
the stock from institutional clients, such as mutual fimds, brokerages, and money managers, the 
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value of stock of similar companies already trading on the open market, and the IPO price of 
comparable companies that have launched recent IPOs. 

Once the IPO price is established, the shares are traditionally subscribed to by 
underwriters, who buy shares of the stock from the company mounting the IPO at a discounted 
price such as, for example, seven percent off the IPO price. The capital raised by the offering 
company is determined by the amount of shares sold to each of the subscribing underwriters at 
the IPO price. The underwriters then typically sell those shares at the IPO price to large 
individual and institutional investors, including brokerages. It is those institutions which then 
initiate the public trading of the stock by selling the shares to investors in the open market. 

Typically, the price at which the shares trade on the open market after the initial offering 
greatly exceeds the IPO price. The offering company, however, does not realize the additional 
capital associated with the enhanced share price of its stock. Rather, the capital raised by the 
offering company is limited to the number of shares offered at the IPO price (less the underwriter 
discount) during the subscription stage of the offering. The difference between the aggregate 
value of the shares after the IPO and the capital raised by the offering company is commonly 
referred to as "money left on the table", because it represents additional money the company 
could have raised if the IPO price had better reflected the market demand for the stock. 

In some instances, such as with some recent Internet IPOs, the amount of money left on 
the table, and hence unavailable to the treasury of the offering company, can be staggering. For 
example, on December 10, 1999, FreeMarkets.com offered 3.6 million shares (or 10.6 %) of its 
stock to the public in an IPO at an offering price of $48/share. Through the offering, 
FreeMarkets.com raised $173 million in capital. However, during the first day of trading, the 
share price for the stock soared from the IPO price (i.e., $48) to $280. Accordingly, if the 



company and the IPO underwriter had better anticipated the public demand for the company's 
stock, the company could have instead raised $1,008 billion. Consequently, the company 
effectively left $835 million on the table. 

In view of the market demand for their stock, companies who have left a great amount of 
5 money on the table may launch a secondary offering to raise additional capital. A secondary 
offering, however, is not an initial offering in which a market for the stock is created. Rather, the 
share price for a secondary offering is contingent upon prior trading, and cannot be established 
by other pricing models such as the Dutch auction method. In addition, the secondary offering 
iO may dilute the value of the initially offered stock, thus decreasing the value of the stock held by 
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'IP company shareholders who acquired shares during the initial offering. Moreover, federal 
Jl^j security regulations require a company to prepare a second offering memorandum before the 
0\ secondary offering, thereby causing the company to incur additional expenses, such as the legal 
^ fees associated with the preparation of the second offering memorandum, before it can realize the 
additional capital from the secondary offering. 

To minimize the amount of money left on the table, altemative IPO models have been 
proposed. One such altemative model is an electronic "Dutch auction method", such as available 
at www.openipo.com (Open IPO is a registered trademark of W.R. Hambrecht & Co., LLC, San 
Francisco, CA). According to the Dutch auction method, investors who wish to buy stock in an 
IPO can simply submit to a subscribing underwriter of the offering a secret, on-line bid for the 
20 number of shares they desire. The bids may be above or below a price set by the underwriter. 
The offering company then sells its stock at the lowest bidding price that will enable the 
company to sell all of the shares it is offering. As a result, all the winning bidders ultimately pay 
the same price, which for some bidders may be lower than their bidding price. 
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Thus, the Dutch auction model allows an offering company to reduce the amount of 
money left on the table because the selling price of the initial shares is more reflective of the 
market demand of the stock. However, even with the Dutch auction model, a company 
launching an IPO can still leave significant amounts of money on the table because all of the 
offered shares are sold at the lowest bidding price which enables the company to sell all of the 
shares it is offering. 

Accordingly, there exists a need for a method by which privately-held companies can 
raise capital commensurate with the fair market value of their stock through an initial public 
stock offering. 

BRIEF SUMMARY OF INVENTION 

The present invention is directed to a method for offering stock. According to one 
embodiment, the method includes offering a first portion of shares of the stock at a first price, 
and offering a second portion of the shares at a second price after a first trading interval of a first 
predetermined time period after the offering of the first portion of the shares. 

According to another embodiment, the present invention is directed to a method for 
offering stock including auctioning shares of the stock to be publicly offered to at least one 
potential subscriber, and awarding an allotment of the shares to the potential subscriber based on 
the auctioning. The method may also include the potential subscriber offering the allotment of 
the shares to public investors. 

According to another embodiment, the present invention is directed to a method for 
offering stock including auctioning shares of the stock to be publicly offered to at least one 
potential subscriber, awarding an allotment of the shares to the potential subscriber at a first 



share price dependent upon a bid price of the potential subscriber during the auctioning for a 
quantity of the shares, offering a first portion of the allotment of the shares by the potential 
subscriber at the first share price, and offering a second portion of the allotment of the shares by 
the potential subscriber at a second share price after a first trading interval of a first 
5 predetermined time period after the offering of the first portion of the shares. 

The stock offering methods of the present invention represent an advancement over prior 
IPO models because they reduce the amount of money left on the table by the offering company 
and, therefore, augment the proceeds available to the treasury of the company from the offering. 
iO Further, the methods of the present invention may reduce market volatility for initially offered 
; IP stock. These and other benefits of the invention will be apparent from the detailed description of 
if , : the invention hereinbelow. 



For the present invention to be clearly understood and readily practiced, the present 
ligiS invention will be described in conjimction with the following figures, wherein: 




DESCRIPTION OF THE FIGURES 



Figure 1 is a block diagram of a public stock offering method according to one 



embodiment of the present invention; 



Figure 2 is block diagram of the method of the present invention according to another 



embodiment thereof; and 
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Figure 3 is block diagram of the method of the present invention according to another 



embodiment thereof 
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DETAILED DESCRIPTION OF THE INVENTION 

Figure 1 is a block diagram illustrating a public stock offering method 8 according to one 
embodiment of the present invention. The method 8 begins at block 10 with the company 
disclosing a public offering of a certain number of shares of stock in the company to the public 
5 through a plurality (N) of serially staged offerings, wherein each staged offering is separated by 
at least one public trading interval. The disclosure may include offering particulars such as, for 
example, the total number of shares to be offered, the number of stages of the offering, the length 
of the public trading intervals between offering stages, the number of shares to be offered at each 

Q stage, and how the share price for subsequent stages of the offering is to be determined. 

Ip After announcing the parameters of the public offering, the process continues to block 12 

' 

•j : 
— 

iy where a first portion of the total number shares to be offered are offered to the public during the 
iffl first stage at a first price (T,). The process continues to block 14, where the first portion of the 
shares are traded during the first public trading interval on an open market by public investors. 
I;^; During the public trading interval, the first portion of shares may be traded according to any 
ij¥5 public trading means, including conventional brokerage transactions and on-line trading. At 

block 16, trading on the first portion of the shares closes with the shares at a second share price 
(T2). From block 16, the process continues to block 18, where a second portion of the shares to 
be offered are publicly offered at the second stage at the second share price (Tj). 

The steps of the method 8 illustrated in Figure 1 may be repeated until the total number of 
20 shares to be offered by the company during the offering are completely offered to the public. For 
example, from block 18, the process may continue to block 20, where the first to N-1™ portions 
of the shares are publicly traded during the N-1™ public trading interval. At block 22, trading of 
the first to N-1™ portions of the shares during the N-1™ public trading interval may end with the 
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shares at a closing price of T,^. Then, at block 24, the final portion (the N™ portion) of the shares 
may be offered to the public at the final stage (the stage) of the offering at a share price of T^,. 

In the above-described embodiment, the number of stages (N) of the offering over which 
the shares are made available for public trading is greater than or equal to two, and may be 
separated by a trading interval of a time period of any length which can be handled by the 
market. For example, the length in time of the public trading intervals between stages of the 
offering may be on the order of hours, days, weeks, etc. Moreover, where the number of stages 
of the offering is greater than or equal to three (N > 3), the length of time of the public trading 
intervals between the stages may be the same. Altematively, the length of some or all of the 
public trading intervals could be unequal. For example, where N=3, the first and second stages 
of the offering could be separated by a public trading interval of one day, and the second and 
third stages of the offering could be separated by a public trading interval of two days. 

In addition, for the method 8 of the present invention illustrated in Figure 1, an equal 
portion of shares may be offered at each stage of the offering. For example, if the company 
discloses an offering of X number of shares over N stages, then X/N shares may be offered to the 
public at each of the stages of the offering. According to another embodiment, the portion of 
shares offered at each of the N stages may be different. For example, if N=3, then X/2 shares 
may be offered at the first stage, X/4 shares at the second stage, and X/4 shares at the third stage. 
In any event, the sum of the portions of the shares offered at each of the N stages of the offering 
equals the total number of shares to be offered during the offering. That is, 

iSn=X (1) 



where N is the number of stages of the offering, S„ is the number of shares offered at each stage, 
and X is the total number of shares to be offered. 

For the pubHc stock offering method 8 of the present invention, the shares may be offered 
to public investors by subscribers at each offering stage according to, for example, the traditional 
IPO model or the electronic Dutch auction model. That is, subscribing underwriters may offer 
the portions of shares at one or more of the stages to large individual or institutional investors as 
in the traditional IPO model, or the subscribing imderwriters may offer the portions of shares at 
one or more of the stages according to the electronic Dutch auction model. In addition, 
according to another embodiment, the shares may be offered to public investors by the offering 
company via a direct public offering (DPO). Such a DPO may be realized, for example, by on- 
line offering of the shares directly from the offering company to the public investors via a 
computer network, as described hereinbelow. According to another embodiment, the shares may 
be offered to public investors at some or all of the offering stages by any combination of these 
methods. 

The method 8 of the present invention provides an advantage over the traditional IPO 
method and the Dutch auction method because it reduces the amount of money left on the table 
for the offering company. This is because for the method 8 illustrated in Figure 1, the offering 
company is effectively able to adjust the IPO price of the shares to reflect the market demand for 
the stock at different times during the course of the offering. Furthermore, public investors may 
be fiilly disclosed as to the parameters of the offering, such as to the details regarding the total 
number of shares to be offered, the number of stages, the length of the public trading intervals 
between offering stages, the number of shares to be offered at each stage, and how the share price 
for subsequent stages of the offering is to be determined. Thus, the method 8 illustrated in 

8 



Figure 1 is not subject to the diluting effect of a secondary offering because the disclosure of the 
offering particulars to potential investors prior to the first offering stage. 

Figure 2 is a diagram of the method 8 of the present invention according to another 
embodiment. The method 8 illustrated in Figure 2 is similar to that illustrated in Figure 1, except 
5 that from block 14, the process continues to block 30, where the second portion of the shares are 
offered at the second stage at a share price of Tj, which is not the closing price that the first 
portion of shares after the first trading interval. Rather, the second share price Tj may be a 
predetermined price such a s^^for example, a share price established according to, for example, 
iQ traditional IPO pricing techniques. In addition, according to another embodiment, the second 
4p share price T2 may be determined based on the closing price of the first portion of shares during 

■• -sir 

iri the first trading interval. For example, the second share price T2 may be 5% more than the 

closing price of the first portion of shares during the first trading interval. 
a In addition, for the method 8 illustrated in Figure 2, where the number of stages of the 

i^Jjf offering is greater than two (i.e., N > 3), the process may continue until all of the shares to be 
|jl:|5 offered to the public are distributed over the N stages. For example, from block 30 the process 
may continue to block 20, where the first to N-1™ portions of the shares are traded during the 
N-1™ public trading interval. Then, from block 20 the process may continue to block 32, where 
the N™ portion of the shares are offered at the N™ stage at a share price of T^, wherein the share 
price Tn is not the closing price of the first to N-1™ portions at the end of the N-1™ trading 
20 interval. 

According to another embodiment of the method 8 illustrated in Figure 2 where N > 3, 
although the share price Tj for the second stage of the offering may be different than the closing 
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price of the first portion of shares during the first trading interval, the share price for a 
subsequent stage of the offering may be determined by the closing price of the share portions 
traded during the previous public trading interval. According to another embodiment of the 
present invention where N > 3, the share price Tj for the second stage offering may be the closing 
share price of the first portion of shares traded during the first public trading interval, and the 
share price of a subsequent stage of the offering may be different fi-om the closing price of the 
portions of shares trading during the previous public trading interval. According to other 
embodiments of the present invention, subsequent share prices may be established according to a 
combination of, for example, both the closing share price during the previous public trading 
interval and a predetermined share price, such as a share price determined by an underwriter 
according to conventional IPO pricing techniques. 

The stock offering method 8 illustrated in Figures 1 and 2 may be facilitated by, for 
example, communications between the offerer of the shares and the public investors via a 
computer network such as, for example, the Internet or an intranet. For example, some of all of 
the first to N™ portions of the shares may be offered fi-om an interface document such as, for 
example, an HTML or XML web page, hosted by a server. The server may be maintained by the 
offerer of the shares, which may be, for example, an underwriter for the traditional IPO method 
and the Dutch auction method, or the offering company for a DPO. The server may be in 
conmiunication with end user terminals of the public investors, such as personal computers, 
laptop computers, and personal digital assistants, via, for example, TCP/IP communications 
links. The public investors may purchase shares by submitting purchase requests to the server 
via the TCP/IP communications links. The server may compile the purchase requests and execute 
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the offering according to operating instructions stored by the server or a device in 
communication v^th the server. 

The present invention is also directed to a method of subscribing to shares of stock to be 
publicly offered. Traditionally, as explained hereinbefore, underwriters subscribe to a public 
stock offering and then establish the IPO price. Alternatively, in some instances, the IPO price 
may be effectively estabHshed according to the Dutch auction model, as described hereinbefore. 
In either case, the amount of capital available to the company laxmching the IPO is limited to the 
offered shares at their IPO price (less an underwriter discount). According to an embodiment of 
the present invention, the company launching the IPO auctions the shares to be made public 
during the offering to potential subscribers. Therefore, rather than having the subscribers (i.e., 
underwriters) establish an IPO price according to traditional models, the IPO price can be 
established by an auction among potential subscribers. 

The auction among the potential subscribers may be, for example, a conventional auction, 
wherein the highest bidders are awarded an allotment of the shares until all of the shares to be 
offered are awarded to at least one of the potential subscribers. According to one embodiment, 
all of the shares to be publicly offered are awarded to the highest bidder among the potential 
subscribers. According to another embodiment, a number of potential subscribers are awarded 
allotments of the shares to be publicly offered, provided that all of the shares to be publicly 
offered are awarded. For example, assxmie the company launching the IPO intends to offer 
1 ,000,000 shares to the public, and potential subscribers bid for quantities of the shares to be 
offered as follows: 
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TABLE 1 

Bidder Quantity Requested Bid Price (per share) 



1 300,000 $ 15 

2 300,000 14 
5 3 300,000 13 

4 300,000 12 

5 300,000 12 

6 300,000 10 



10 Then, according to such a scenario, Bidder 1 may be awarded an allotment of 300,000 shares at 
$15/share. Bidder 2 may be awarded an allotment of 300,000 shares at $14/share, Bidder 3 may 
be awarded an allotment of 300,000 shares at $13/share, and Bidders 4 and 5 may be awarded an 

^0 equal allotment of the remaining 100,000 shares at $12/share. The winning subscribers may then 
offer the shares to the public according to, for example, the traditional IPO method, wherein the 

i jS subscribers sell the shares to large individual and institutional investors, who then offer the 

shares publicly. According to another embodiment, the subscribers may offer their shares to the 

I™ public according to the Dutch auction model, such as the electronic Dutch auction model 
available at www.openipo.com. 

0 

According to another embodiment, the allotments of the shares may be awarded among 
20 the winning bidders at the lowest winning bid price for which all the shares to be offered to the 
public are subscribed to. For example, for the scenario outlined in TABLE 1 hereinbefore, 
because $12/share is the lowest bid at which all 1,000,000 of the shares to be offered are 
subscribed to. Bidders 1, 2, and 3 may each be awarded an allotment of 300,000 shares at 
$12/share, and Bidders 4 and 5 may be awarded an equal allotment of the remaining 100,000 
25 shares at $12/share. Again, as described hereinbefore, the winning subscribers may then offer 
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the shares to the public according to, for example, the traditional IPO model or the Dutch auction 
model. 

The stock offering method 8 described hereinbefore with reference to TABLE 1 may be 
facilitated by, for example, communications between the offerer of the shares and the bidders via 
a computer network such as, for example, the Internet or an intranet. For example, the bidding of 
the shares may be conducted from an interface document such as, for example, an HTML or 
XML web page, hosted by a server. The server may be maintained by the offerer of the shares. 
The server may be in communication with end user terminals of the bidders such as, for 
examples, personal computers, laptop computers, and personal digital assistants, via, for 
example, TCP/IP communications links. The bidders may place bids for a quantity of the shares 
by submitting their bids to the server via the TCP/IP communications links. The server may 
compile the bids and execute the auction according to operating instructions stored by the server 
or a device in communication with the server. 

According to another embodiment of the present invention, the company launching the 
IPO may auction the shares to be offered to the public to subscribers as discussed hereinbefore, 
and then the subscribed-to shares may be offered to the public according to the serially staged 
offering method described hereinbefore with respect to Figures 1 and 2. Figure 3 is a block 
diagram of the method 8 according to such an embodiment. The method 8 begins at block 10, 
with the company launching the IPO disclosing the number of shares to be offered and the 
number of offering stages. As discussed hereinbefore, the disclosure may include the total 
number of shares to be offered, the number of stages, the length of the public trading intervals 
between offering stages, the number of shares to be offered at each stage, and how the share price 
for subsequent stages of the offering is to be determined. From block 10, the process continues 
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to block 40, where the offering company auctions the shares to potential subscribers. As a result 
of the auction, at block 42, a winning subscriber is awarded an allotment of the shares at a share 
price of T,. According to one embodiment, the allotment may include all of the shares to be 
publicly offered, such that there is only one subscriber to the offering. According to another 
embodiment, the allotment may include a fraction of the total number of shares to be offered, 
such that a number of potential subscribers may be awarded allotments of the shares. In addition, 
the price (Tj) may be the winning bid price from the auction and may be determined, for 
example, according to the subscription auction methods described hereinbefore with reference to 
TABLE 1. 

From block 42, the process advances to block 12, where a first portion of the allotment of 
the shares is offered to the public at the first stage of the offering by a subscriber at a share price 
of Tj. According to one embodiment, although the shares were awarded to the subscriber at the 
auction bid price of Tj, the subscriber may pay a discoimted price to the offering company for the 
subscribed-to shares. From block 12, the process continues as described hereinabove in 
conjunction with Figure 1 , such that the share price for the portions of the allotment of the shares 
to be offered at each stage of the offering is determined by the closing price of the previously 
offered portions during the previous public trading interval. According to another embodiment 
of the present invention, the share price for the portions of the allotment of the shares at each 
stage of the offering may not be the closing price of the previously offered portions during the 
previous public trading interval, but rather may be, for example, a predetermined share price 
established, for example, by an underwriter according to, for example, conventional IPO pricing 
techniques. According to another embodiment of the present invention, for example, subsequent 
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share prices may be determined according to a combination of the closing share price during the 
previous public trading interval and a predetermined share price. 

Although the present invention has been described herein with regard to certain 
embodiments, those of ordinary skill in the art will recognize that many modifications and 
variations of the present invention may be implemented. For example, the methods of pricing 
the shares may include, in addition to the conventional underwriting model and the Dutch 
auction model described hereinbefore, all present and future pricing models. The foregoing 
description and the following claims are intended to cover all such modifications and variations. 
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